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Power District (“HVPD”); and Maricopa County Municipal Water Conservation
District Number One (“MWD?”) (hereinafter collectively referred to as the “Districts”)
provide this response to the question raised in Commissioner Burn’s letter, docketed
April 11, 2017, asking how Commission approval of the Proposed Settlement
Agreement may be detrimental to ratepayers.

As explained herein, the Proposed Settlement Agreement is a great deal for APS,
but a terrible deal for many ratepayers, including farmers.

APS has played the rate increase game to perfection. After establishing an
extremely high opening offer, as reflected in its application, APS then initiated
settlement discussions from a position of unparalleled strength and created the
appearance of compromise by “settling” under the less extreme (but unproven and
unreasonable) terms of the Proposed Settlement Agreement. The inherently unequal
power of the parties who participated in the settlement process resulted in a settlement
that favors APS and rooftop solar interests at the expense of ratepayers. The Proposed
Settlement Agreement will provide even greater profits for APS without subjecting
APS’s claims and ever spiraling costs to a public, open, honest, and fair scrutiny. APS
pursues its agenda in the shadows, and the Proposed Settlement Agreement is the

natural consequence of this approach.

I The Settlement Process Benefitted APS And Rooftop Solar Interests
At The Expense Of Ratepayers

There is no question that the Proposed Settlement is a great deal for APS, its
executives, and its shareholders. APS maintains its current debt/equity ratio, receives a
higher than market average rate of return on equity, and a fair value increment of 0.8%.
In addition, the settlement resolves APS's disputes with rooftop solar interests, provides
for a greatly increased depreciation expense, defers costs associated with the

unnecessary Ocotillo Modernization Project, and authorizes time of use rates that will

be punishing for working families. APS receives all of these benefits without having to
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prove why any increase is needed. Why does APS need more money in an era where
load is flat and fuel prices are decreasing? If the settlement is approved, who will ever
know?

It is also a good deal for the rooftop solar parties, who have been engaged in an
existential battle with APS for years. In return for signing on to a settlement that
increases APS's base rates by $95,000,000 and increases depreciation by $61,000,000,
they resolve their long-running battles and receive certainty and an opportunity to
compete for the foreseeable future. In fact, both RUCO and Staff pointed to resolution

of the rooftop solar debates as the primary benefit of the settlement:

"Of significant importance is a separate agreement which APS,
industry representatives, and solar acﬁzocates commit to stand by the
settlement agreement and refrain from seeking to undermine it
through ballot initiatives, legislation or advocacy at the
Commission." [Testimony of RUCO Director David Tenney in
support of the settlement agreement]

"I believe there was one major policy consideration that Staff and
other Signatories had to address in order to balance the interests of
all parties... A major and important part of the Agreement is the
resolution of many of these contentious issues related to DG solar
for the term of the Agreement." [Testimony of Acting Ultilities
Division Director Elijah Abinah in support of the settlement
agreement]

Under the terms of the Proposed Settlement Agreement, APS’ ratepayers would
pay for the benefits that accrue to APS and the rooftop solar interests. The Districts
respectfully submit that the battles between APS and rooftop solar should not be settled
to the detriment to ratepayers.

I1. APS Dictated The Terms Of The Settlement Process And Result

Why is the settlement such an inequitable result? APS held nearly all of the
cards in the settlement process. This is of course the natural consequence of a rate case
settlement process that did not require unanimity and did not have a relative balance of

power among the parties. See, e.g., Problems for Captive Ratepayers in Nonunanimous

Settlements of Public Utility Rate Cases, Yale Journal on Regulation, Vol. 12, Issue 2,
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1995 at 303 ("without a balance of power, it is unlikely that the result will be
equitable").

There can be no question that APS held by far the most power in the settlement
discussions. APS was the only party that could unilaterally start or end settlement
discussions, so it set the terms and direction. APS wanted to pump up revenues and
resolve its disputes with EFCA and rooftop solar, and used this process to do so. Once
Commission Staff signaled a desire to settle, other parties with some bargaining power,
albeit limited, took the best deals that APS was willing to give to them. Individual
intervenors and certain consumer advocates with even less power were not deemed to
be necessary parties to the settlement, and so those parties were offered no meaningful
concessions. The Districts are in a better negotiating position than most customers
because they have the option to purchase some of their power from hydro-generation
sources, and as a result were perhaps the only customers that did not feel pressure to
sign on to a bad deal.

Not every APS rate case should be settled. In fact, it would be in the public
interest if APS were required to justify its ever increasing rates in the open, rather than
behind closed doors in a confidential settlement process. Significant policy issues
deserve to be tried and tested in an open, public, adversarial forum: Why does APS
need any revenue increase in an environment with little load growth and decreasing
wholesale power costs? Why does APS need a premium rate of return on equity when it
also receives a premium fair value increment and has an unbalanced equity to debt
ratio? Why should ratepayers pay hundreds of millions of dollars to end the long-
running feud between APS and rooftop solar interests?

I11. The Settlement Agreement Is a Bad Deal For Farmers

The Districts predominately serve agricultural-related loads and the Districts'

customers need cost-effective electric rates to pump their wells. The Districts are

wholesale customers under contracts that index their contractual rate to the E-34 retail
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rate — increasing as rapidly as E-34 increases. Over the past 11 years, the resulting APS
contractual rates charged to the Districts have gone up 21%. This results in an
approximately $10 AF increase in water prices, due to APS rate increases alone. This is
an unsustainable increase for farmers, which is why fields lie fallow in those areas
where farmers have no alternative to APS retail rates, and it explains why the Districts
strive to minimize wholesale purchases of power from APS.

Rather than take steps to make its rates more commercially attractive, APS reacts
the way an unchecked monopoly has the tendency to do, which is to be unnecessarily
difficult and antagonistic in the areas in which the Districts must work with APS,
specifically line extensions and other distribution service requests. The Proposed
Settlement Agreement, which would increase rates without examining why APS has
ever-increasing costs, will not improve APS's eroding relationships with its agricultural
customers who face APS’s ever-increasing rates.

Conclusion

The Proposed Settlement would give APS more than it could have hoped to
achieve in a contested proceeding. It would extract a king's ransom from ratepayers and
leave important policy questions unanswered. Negotiated from a position of great and
unequal strength by APS, it is a bad deal for the Districts, Arizona farmers, and APS
ratepayers generally.

RESPECTFULLY SUBMITTED thjs\g_%day of April, 2017.

RYLEY CARLOCK & APFLEWHITE
By: 174"‘“~( [

Shéryl A. Sweeﬁ’ey
Albert H. Acke

Samuel L. Lofland

One N. Central Avenue, Suite 1200

Phoenix, AZ 85004-4417

Attorneys for Electrical District Number Six,
Pinal County, Arizona; Electrical District
Number Seven of the County of Maricopa, State
of Arizona; Aguila Irrigation District; Tonopah
Irrigation District; Harquahala Valley Power
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and Maricopa County Municipal
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